Report of the auditor-general to the Northern Cape 
Provincial Legislature and the council on the 
Siyathemba Local Municipality 

Report on the financial statements 

Introduction 

1 . I was engaged to audit the financial statements of the Siyathemba Local Municipality set 
out on pages... to..., which comprise the statement of financial position as at 

30 June 2016, the statement of financial performance, statement of changes in net 
assets, cash flow statement and the statement of comparison of budget information with 
actual information for the year then ended, as well as the notes, comprising a summary 
of significant accounting policies and other explanatory information. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) 
and the Division of Revenue Act of South Africa, 2015 (Act No. 1 of 2015) (DoRA), and 
for such internal control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether 
due to fraud or error. 

Auditor-general’s responsibility 

3. My responsibility is to express an opinion on the financial statements based on 
conducting the audit in accordance with International Standards on Auditing. Because of 
the matters described in the basis for disclaimer of opinion paragraphs, however, I was 
unable to obtain sufficient appropriate audit evidence to provide a basis for an audit 
opinion. 


Basis for disclaimer of opinion 
Cash and cash equivalents 

4. I was unable to obtain sufficient appropriate audit evidence for cash and cash 
equivalents, as internal controls had not been established for the reconciliations of the 
accounting records and the bank statements. I could not confirm whether cash and cash 
equivalents had been correctly recorded by alternative means. Consequently, I was 
unable to determine whether any adjustment to cash and cash equivalents stated at 

R6 294 517 in note 8 to the financial statements was necessary. 

Property, plant and equipment 

5. I was unable to obtain sufficient appropriate audit evidence whether the municipality 
reviewed the residual values and useful lives of property, plant and equipment at each 
reporting date. In addition, the municipality did not assess at reporting date whether 
there was any indication that property, plant and equipment may have been impaired. 

The municipality did not have adequate systems of internal control in place for the 
recording of all property, plant and equipment and could not reconcile the asset register 
to the financial statements. In addition, the asset register was not sufficiently updated to 
ensure that infrastructure assets and land and buildings were individually identifiable. 

I was unable to confirm the reviews, assessments, variances and land and buildings by 
alternative means. Consequently, I was unable to determine whether any adjustment to 
the property, plant and equipment stated at R421 350 413 (2015: R435 008 763) in note 
1 0 to the financial statements was necessary. 

Unauthorised expenditure 

6. I was unable to obtain sufficient appropriate audit evidence whether the municipality 
disclosed unauthorised expenditure as required by section 125 (2)(d)(i) of the MFMA. I 
was unable to confirm the unauthorised expenditure by alternative means. 
Consequently, I was unable to determine whether any adjustment to unauthorised 
expenditure stated at R154 864 665 (2015: R1 1 1 763 462) in note 49 to the financial 
statements was necessary. 

Expenditure 

7. The municipality did not have adequate systems to maintain records for expenditure. 
This resulted in general expenditure being understated by R50 778 and payables from 
exchange transactions understated by the same amount in the financial statements 
respectively. In addition, I was unable to obtain sufficient appropriate audit evidence 
regarding expenditure due to poor record keeping by the municipality. I was unable to 
confirm these amounts disclosed by alternative means. Consequently, I was unable to 
determine whether any adjustments relating to expenditure finance costs, repairs and 
maintenance, bulk purchases, contracted services and general expenses of R39 779 
615 in the financial statements were necessary. 



Payables from exchange transactions 

8. The municipality did not have adequate systems in place to properly account for the 
salary control account in note 14 to the financial statements. The effect on the financial 
statements was that payables from exchange transactions were overstated by 

R2 837 148 (2015: R83 214). In addition, I was unable to obtain sufficient appropriate 
audit evidence regarding trade payables due to the status of the accounting records. I 
was unable to confirm the disclosed balance by alternative means. Consequently, I was 
unable to determine whether any adjustment relating to trade payables stated at 
R36 163 776 (2015:R20 322 135) in note 14 to the financial statements was necessary. 

Investment property 

9. I was unable to obtain sufficient appropriate audit evidence whether the municipality 
valued its investment property at each reporting date. The municipality did not produce 
evidence that it complied with the accounting policy regarding the subsequent 
measurement of investment property. In addition, the asset registers were not 
sufficiently updated and detailed to ensure that investment property was individually 
identifiable. I was unable to confirm investment property by alternative means. 
Consequently, I was unable to determine whether any adjustment to the investment 
property stated at R22 598 000 (2015: R25 584 000) in note 9 to the financial 
statements was necessary. 

Irregular expenditure 

10. The MFMA requires the municipality to include particulars of irregular expenditure in the 
notes to the annual financial statements. The municipality incurred expenditure in 
contravention of the supply chain management requirements that was not included in 
irregular expenditure, which resulted in irregular expenditure being understated by 

R4 319 040 (2015: R12 297 844). 

Revenue from exchange transactions 

11. The municipality did not have adequate systems in place to account for service charges 
in accordance with GRAP 9 - Revenue from Exchange Transactions. The rateable 
valuation roll was not loaded in all instances in the billing system as some properties did 
not have billing accounts. The effect on the financial statements was that revenue from 
exchange transactions were understated by R1 9 216 119 and receivables from 
exchange transactions were understated by R1 9 216 1 19 in note 21 and note 7, 
respectively, to the financial statements. Additionally, there was a resultant impact on 
the deficit for the period and on the accumulated surplus. 

12. I was unable to obtain sufficient appropriate audit evidence regarding revenue from 
rental of facilities and equipment due to the status of the accounting records. I was 
unable to confirm rental of facilities and equipment by alternative means. Consequently, 

I was unable to determine whether any adjustment relating to rental of facilities and 
equipment stated at R866 198 in note 22 to the financial statements was necessary. 



Revenue from non-exchange transactions 

13. I was unable to obtain sufficient appropriate audit evidence whether the municipality 
amended the supplementary valuation roll during the year in accordance with section 77 
of the Municipal Property Rates Act (MPRA), 2004 (Act No. 6 of 2004). The rateable 
valuation roll was not accurately loaded on the billing system as the reconciliation 
showed a number of unexplained differences. In some instances properties in the 
valuation roll could not be traced to the system. I was unable to confirm the property 
rates by alternative means. Consequently, I was unable to determine whether any 
adjustment to property rates stated at R9 194 595 (2015: R7 960 250) in note 26 to the 
financial statements were necessary. 

Fruitless and wasteful expenditure 

14. During 2015, the municipality erroneously restated the corresponding figures of fruitless 
and wasteful expenditure. Consequently, the opening balance of the corresponding 
figures of fruitless and wasteful expenditure is overstated by R8 797 423. My audit 
opinion on the financial statements for the period ended 30 June 2015 was modified 
accordingly. My opinion on the current period’s financial statements is also modified 
because of the possible effect of this matter on the opening balance of the current 
period’s figures. 

Commitments 

1 5. I was unable to obtain sufficient appropriate audit evidence for commitments as the 
municipality did not maintain accurate and complete records of the contractual 
information used to determine commitments. I could not confirm the amounts by 
alternative means. Consequently, I was unable to determine whether any adjustment to 
commitments stated at R4 766 893 (2015:8 028 323) in note 41 to the financial 
statements were necessary. 

Inventory 

16. The municipality did not recognise inventory, as required by GRAP 12, Inventories. 
Additions to inventory were assets that were transferred from investment property that 
did not meet the definition of inventory. Consequently, Inventory was overstated by 
R2 986 000 and investment property was understated by R2 986 000. Additionally, 
there was a resultant impact on the surplus for the period and on the accumulated 
surplus. 

Value Added Tax (VAT) payable 

17. I was unable to obtain sufficient appropriate audit evidence regarding the Value Added 
Tax (VAT) payable due to the status of the accounting records to account for VAT 
transactions. I was unable to confirm the balance disclosed by alternative means. 
Consequently, I was unable to determine whether any adjustment relating to the VAT 
payable stated at R2 032 796 (2015: R3 031 940) in note 15 to the financial statements 
was necessary. 



Heritage assets 


18. The municipality did not have adequate systems to maintain records for heritage assets 
in accordance with GRAP 103, Heritage assets. The asset registers were not sufficiently 
updated as some assets were either not included or included at nil values. As a result, I 
was unable to determine the impact on heritage assets as it was impracticable to do so. 
In addition, I was unable to obtain sufficient appropriate audit evidence whether the 
municipality assessed at reporting date whether there was any indication that heritage 
assets may have been impaired. I was unable to confirm the assessments by alternative 
means. Consequently, I was unable to determine whether any adjustment to the 
heritage assets stated at R1 226 200 in note 12 to the financial statements was 
necessary. 

Disclaimer of opinion 

19. Because of the significance of the matters described in the basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, I do not express an opinion on the 
financial statements. 

Emphasis of matters 

20. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Going concern 

21. The financial statements indicates that the municipality incurred a net loss of 
R24 057 726 during the year ended 30 June 2016 and, as of that date, the 
municipality’s current liabilities exceeded its current assets by R35 475 367. These 
conditions indicate the existence of a material uncertainty that may cast significant 
doubt on the municipality’s ability to operate as a going concern as stated in note 47 of 
the financial statements. 

Restatement of corresponding figures 

22. As disclosed in note 44 to the financial statements, the corresponding figures for 30 
June 2015 have been restated as a result of errors discovered during 2016 in the 
financial statements of the municipality at, and for the year ended, 30 June 2015. 

Material losses 

23. As disclosed in note 52 to the financial statements, material losses of electricity and 
water to the amount of R3 654 593 (2015: R3 382 373) and R4 132 345 (2015: R3 872 
502), respectively, were incurred as a result of technical losses, tampering of meters, 
faulty meters, and illegal connections. 



Material impairments 


24. As disclosed in note 7 to the financial statements, the municipality had consumer 
debtors totalling R62 837 614 (2015: R53 069 642). A provision of R54 008 219 (2015: 

R 45 550 483) was created for irrecoverable debt relating to service charges. 

Additional matters 

25. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Unaudited disclosure notes 

26. In terms of section 125(2)(e) of the MFMA, the municipality is required to disclose 
particulars of non-compliance with the MFMA. This disclosure requirement did not form 
part of the audit of the financial statements and accordingly we do not express an 
opinion thereon. 

Unaudited supplementary schedules 

27. The supplementary information set out on pages XX to XX does not form part of the 
financial statements and is presented as additional information. We have not audited 
these schedules and, accordingly, I do not express an opinion thereon. 

Report on other legal and regulatory requirements 

28. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) and 
the general notice issued in terms thereof, I have a responsibility to report findings on 
the reported performance information against predetermined objectives of selected 
development priorities presented in the annual performance report, compliance with 
legislation and internal control. The objective of my tests was to identify reportable 
findings as described under each subheading but not to gather evidence to express 
assurance on these matters. Accordingly, I do not express an opinion or conclusion on 
these matters. 

Predetermined oblectives 

29. I am unable to report on the usefulness and reliability of the performance information, as 
the annual performance report of the municipality as required by section 46 of the 
Municipal Systems Act and section 121(3) (c) of the MFMA was provided without 
complete and accurate underlying records, including the service delivery budget 
implementation plan for the year under review as required by section 1 and 53 of the 
MFMA. 


Compliance with legislation 


30. I performed procedures to obtain evidence that the municipality had complied with 
applicable legislation regarding financial matters, financial management and other 
related matters. My material findings on compliance with specific matters in key 
legislation, as set out in the general notice issued in terms of the PAA, are as follows: 

Strategic planning and performance management 

31 . Key performance indicators in respect of each of the development priorities and 
objectives were not set out in the integrated development plan, as required by section 
41(1)(a) of the Municipal Systems Act and the Municipal planning and performance 
management regulation 1 and 9(1 )(a). 

32. The municipality did not establish a performance management system as required by 
section 38(a) of the Municipal Systems Act or the Municipal planning and performance 
management regulation (8). 

33. As key performance indicators were not set, performance targets were also not set for 
each of the key performance indicators for the financial year as required by section 
41(1)(b) of the Municipal Systems Act and the Municipal planning and performance 
management regulations 12(1) and 12(2)(e). 

34. The service delivery and budget implementation plan for implementing the municipality' 
delivery of municipal services and annual budget was not prepared as required by 
section 1 and 53(1 )(c) of the MFMA. 

35. The performance of the municipality were not assessed during the first half of the 
financial year, as required by section 72(1)(a)(ii) of the MFMA. 

Financial statements, performance and annual reports 

36. The annual performance report for the year under review did not include the 
performance of the municipality and a comparison of the performance with set targets 
and comparison with the previous financial year and measures taken to improve 
performance, as required by section 46 (1)(a) (b) (c) of the Municipal Systems Act. 

37. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the MFMA. Material 
misstatements of current assets, current liabilities and expenditure identified by the 
auditors in the submitted financial statements were subsequently corrected and the 
supporting records were provided subsequently, but the uncorrected material 
misstatements and supporting records that could not be provided resulted in the 
financial statements receiving a disclaimer audit opinion. 

38. I could not obtain sufficient appropriate audit evidence that council adopted the 
oversight report containing the council's comments on the annual report within the 
prescribed timelines, as required by section 129(1) of the MFMA. 


Procurement and contract management 

39. I could not obtain sufficient appropriate audit evidence that all contracts were awarded 
in accordance with the legislative requirements and a procurement process which is fair, 
equitable, transparent and competitive, as the tender documents were not provided for 
audit purposes. 

40. Goods and services with a transaction value of below R200 000 were procured without 
obtaining the required price quotations, in contravention of by supply chain management 
(SCM) regulation 17(a) and (c). 

41. Invitations for competitive bidding were not always advertised for a required minimum 
period of days, in contravention of SCM regulation 22(1) and 22(2). 

42. Thresholds for local content on designated sectors’ procurement were not properly 
applied in accordance with the requirements of preferential procurement regulation 9. 

43. The preference point system was not applied in all procurement of goods and services 
above R30 000, as required by section 2(a) of the Preferential Procurement Policy 
Framework Act and SCM regulation 28(1 )(a). 

44. Contracts were awarded to bidders who did not submit a declaration on whether they 
are employed by the state or connected to any person employed by the state, as 
required by SCM regulation 13(c). 

45. I could not obtain sufficient appropriate audit evidence that contracts were only 
extended or modified after tabling the reasons for the proposed amendment in the 
council of the municipality, as required by section 1 16(3) of the MFMA. 

46. I could not obtain sufficient appropriate audit evidence that all extensions or 
modifications to contracts were approved by a properly delegated official, as required by 
SCM regulation 5. 

47. The performance of contractors or providers was not monitored on a monthly basis, as 
required by section 1 16(2)(b) of the MFMA. 

48. The contract performance and monitoring measures and methods were insufficient to 
ensure effective contract management, in contravention of section 1 16(2)(c) of the 
MFMA. 

49. Awards were made to providers whose principal shareholders are in the service of the 
municipality, in contravention of section 1 12(j) of the MFMA and SCM regulation 44. 
Furthermore the provider failed to declare that he was in the service of the municipality, 
as required by SCM regulation 13(c). 

50. Awards were made to providers who were in the service of other state institutions, in 
contravention of MFMA 1 12(j) and SCM regulation 44. Similar awards were identified in 
the previous year and no effective steps were taken to prevent or combat the abuse of 
the SCM process, as required by SCM regulation 38(1). 



51 . Contracts were awarded to providers whose tax matters had not been declared by the 
South African Revenue Service to be in order, in contravention of SCM regulation 43. 

Human resource management and compensation 

52. The Corporate Services Manager and Technical Service Manager were appointed 
without having met the prescribed minimum competency levels as required by section 
56(1 )(b) of the Municipal Systems Act. 

53. Managers directly accountable to municipal managers were appointed without 
submitting original copies of academic and professional qualifications and disclosure of 
financial interests in contravention of regulation 4 of GNR 805. 

54. The competencies of the head of supply chain and supply chain management officials 
were not assessed in a timely manner in order to identify and address gaps in 
competency levels as required by Municipal Regulations on Minimum Competency 
Levels 13. 

55. Sufficient appropriate audit evidence could not be obtained that the municipality 
developed and adopted appropriate systems (policies) and procedures to monitor, 
measure and evaluate performance of staff as required by section 67(d) of the Municipal 
Systems Act. 

56. The municipal manager and senior managers directly accountable to the municipal 
manager did not sign performance agreements, as required by section 57(2)(a) of the 
Municipal Systems Act. 

Expenditure management 

57. Money owed by the municipality was not always paid within 30 days, as required by 
section 65(2)(e) of the MFMA. 

58. Reasonable steps were not taken to prevent unauthorised expenditure, irregular 
expenditure and fruitless and wasteful expenditure as required by section 62(1 )(d) of the 
MFMA. 

Revenue management 

59. A credit control and debt collection policy was not adopted, as required by section 96(b) 
of the MSA and section 62(1)(f)(iii) of the MFMA. 

60. An effective system of internal control for revenue and debtors was not in place, as 
required by section 64(2)(f) of the MFMA. 

Asset Management 

61 . An effective system of internal control for assets (including an asset register) was not in 
place, as required by section 63(2)(c) of the MFMA. 



Liability management 


62. An adequate management, accounting and information system which accounts for 
liabilities was not in place, as required by section 63(2)(a) of the MFMA. 

63. An effective system of internal control for liabilities was not in place, as required by 
section 63(2)(c) of the MFMA. 

Consequence management 

64. Unauthorised expenditure incurred by the municipality was not investigated to determine 
if any person is liable for the expenditure, as required by section 32(2){a) of the MFMA. 

65. Irregular expenditure and fruitless and wasteful expenditure incurred by the municipality 
was not investigated to determine if any person is liable for the expenditure, as required 
by section 32{2)(b) of the MFMA. 

Internal control 


66. I considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with legislation. The matters reported below are 
limited to the significant internal control deficiencies that resulted in the basis for 
disclaimer of opinion, the findings on the annual performance report and the findings on 
compliance with legislation included in this report. 

Leadership 

67. Leadership did not instil a culture of accountability within the municipality. There is 
breakdown in the internal control and governance structures of the municipality that 
have impacted the operations of the municipality negatively. This is evident in the 
number of repeat findings that occurred during the year. 

68. The accounting officer did not exercise adequate oversight responsibility over financial 
and performance reporting, compliance with laws and regulations, as well as internal 
control. The audit action plan did not address the root causes to improve the audit 
outcome. This is an indication that leadership did not exercise sufficient oversight over 
the process. 

69. The accounting officer did not adequately review the financial statements and reports 
used to compile the financial statements as evidenced in the nature of audit findings. 

70. The municipality did not have documented and approved internal policies and 
procedures to address planning, implementation, monitoring and reporting processes 
and events pertaining to financial, and performance management and reporting. 

71 . The municipality developed a plan to address internal and external audit findings, but 
management did not monitor implementation of this plan in a timely manner due the 
number of repeat findings on the financial statements, information systems, and 
compliance with legislation and performance information. 



Financial and performance management 

72. Sufficient appropriate audit evidence relating to infrastructure assets, inventory, 
investment property, payables and receivables were not provided within the agreed 
upon timeframes. Although this was escalated to both the accounting officer and 
Mayor, and after several extensions to the revised timeframes; the documentation was 
still not submitted for audit purposes, resulting in the disclaimed audit opinion. 

73. The municipality did not formulate and implement a record management policy and 
related procedures to ensure that all documentation was properly controlled. This is 
evident in the limitation on the audit of procurement as described in section 6.2 of this 
report. 

74. The financial statements and supporting schedules were not sufficiently reviewed and 
were subject to material adjustments. This is due to the lack of controls over the daily 
and monthly processing and reconciling of transactions, particularly those pertaining to 
suspense accounts, accounts receivable, accounts payable, cash and cash equivalents, 
revenue, assets and irregular expenditure. 

75. Non-compliance with laws and regulations could have been prevented had compliance 
been properly reviewed and monitored. 

Governance 

76. Management did not conduct a risk assessment and ensure that the municipality had an 
operational audit committee that monitored the effectiveness of internal audit and 
ensure that the internal audit unit receives the relevant information from management to 
discharge their duties effectively 



Kimberley 
07 December 2016 
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Audihng to build public confidence 


